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‘ A member of THE REHMANN GROUP An Independent Member of Baker Tilly International

INDEPENDENT AUDITORS’ REPORT

September 21, 2006

Honorable President and
Members of the Village Council
Village of Caledonia, Michigan

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, and each major fund of the Village of Caledonia, Michigan, as of and for the year ended June 30, 2006,
which collectively comprise the Village’s basic financial statements as listed in the table of contents. These
financial statements are the responsibility of the management of the Village of Caledonia, Michigan. Our
responsibility is to express opinions on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America
and the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis for
our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the governmental activities, the business-type activities, and each major fund of the Village
of Caledonia, Michigan as of June 30, 2006 and the respective changes in financial position and cash flows,
where applicable, thereof and the respective budgetary comparison for the general fund and each major special
revenue fund for the year then ended in conformity with accounting principles generally accepted in the United
States of America.

& an independent member of

BAKER TILLY
INTERNATIONAL -1-
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In accordance with Government Auditing Standards, we have also issued our report dated September 21, 2006, on
our consideration of the Village of Caledonia’s internal control over financial reporting and our tests of its
compliance with certain provisions of laws, regulations, contracts and grant agreements and other matters. The
purpose of that report is to describe the scope of our testing of internal control over financial reporting and
compliance and the results of that testing, and not to provide an opinion on the internal control over financial
reporting or on compliance. That report is an integral part of an audit performed in accordance with Government
Auditing Standards, and should be considered in assessing the results of our audit.

The Management’s Discussion and Analysis on pages 3-9 is not a required part of the basic financial statements
but is supplementary information required by the Governmental Accounting Standards Board. We have applied
certain limited procedures, which consisted principally of inquiries of management regarding the methods of
measurement and presentation of the required supplementary information. However, we did not audit the
information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the Village of Caledonia’s basic financial statements. The individual fund schedule is presented for
purposes of additional analysis and is not a required part of the Village of Caledonia’s basic financial statements.
The individual schedule has been subjected to the auditing procedures applied in the audit of basic financial
statements and, in our opinion, is fairly presented, in all material respects, in relation to the basic financial

statements taken as a whole.



Management’s Discussion and Analysis

As management of the Village of Caledonia, we offer readers of the Village of Caledonia’s financial
statements this narrative overview and analysis of the financial activities of the Village for the fiscal
year ended June 30, 2006. We encourage readers to consider the information presented here in
conjunction with additional information that is furnished in the financial statements and notes to the
financial statements.

Financial Highlights

e The Village finished the 92nd street and Dobber-Wenger improvements.
e Purchase of DPW garage

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the Village of Caledonia’s
financial statements. The Village’s basic financial statements comprise three components: 1)
government-wide financial statements, 2) fund financial statements, and 3) notes to the financial
statements. This report also contains other supplementary information in addition to the basic financial
statements themselves.

Government-wide financial statements. The government-wide financial statements are designed to
provide readers with a broad overview of the Village’s finances, in a manner similar to a private-sector
business.

The statement of net assets presents information on all of the Village’s assets and liabilities, with the
difference between the two reported as net assets. Over time, increases or decreases in net assets
may serve as a useful indicator of whether the financial position of the Village is improving or
deteriorating.

The statement of activities presents information showing how the government’s net assets changed
during the most recent fiscal year. All changes in net assets are reported as soon as the underlying
event giving rise to the change occurs, regardless of the timing of related cash flows. Thus, revenues
and expenses are reported in this statement for some items that will only result in cash flows in
future fiscal periods (e.g., earned but unused compensated absences).

Both of the government-wide financial statements distinguish functions of the Village of Caledonia
that are principally supported by taxes and intergovernmental revenues (governmental activities)
from other functions that are intended to recover all or a significant portion of their costs through
user fees and charges (business-type activities). The governmental activities of the Village include
general government administration and public works including major and local street maintenance.
The business-type activities of the Village include sewer services.



The government-wide financial statements can be found on pages 10-12 of this report.

Fund financial statements. A fund is a grouping of related accounts that is used to maintain control
over resources that have been segregated for specific activities or objectives. The Village of
Caledonia, like other state and local governments, uses fund accounting to ensure and demonstrate
compliance with finance-related legal requirements. All of the funds of the Village can be divided
into two categories: governmental funds and proprietary funds.

Governmental funds. Governmental funds are used to account for essentially the same functions
reported as governmental activities in the government-wide financial statements. However,
unlike the government-wide financial statements, governmental fund financial statements focus
on near-term inflows and outflows of spendable resources, as well as on balances of spendable
resources available at the end of the fiscal year. Such information may be useful in evaluating a
government’s near-term financing requirements.

Because the focus of governmental funds is narrower than that of the government-wide financial
statements, it is useful to compare the information presented for governmental funds with similar
information presented for governmental activities in the government-wide financial statements.
By doing so, readers may better understand the long-term impact of the government’s near-term
financing decisions. Both the governmental fund balance sheet and the governmental fund
statement of revenues, expenditures, and changes in fund balances provide a reconciliation to
facilitate this comparison between governmental funds and governmental activities.

The Village maintains four individual governmental funds. Information is presented separately
in the governmental fund balance sheet and in the governmental fund statement of revenues,
expenditures and changes in fund balances for the general, major streets, local streets, and debt
service funds, each of which is considered to be a major fund.

The Village adopts an annual appropriated budget for its general and special revenue funds.
Budgetary comparison statements or schedules have been provided herein to demonstrate
compliance with those budgets.

The governmental fund financial statements can be found on pages 13-19 of this report.

Proprietary funds. The Village of Caledonia maintains one type of proprietary funds. Enterprise
funds are used to report the same functions presented as business-type activities in the
government-wide financial statements. The Village of Caledonia uses an enterprise fund to

account for its sewer operations.

Proprietary funds provide the same type of information as the government-wide financial
statements, only in more detail.

The basic proprietary fund financial statements can be found on pages 20-22 of this report.



Notes to the financial statements. The notes provide additional information that is essential to a full
understanding of the data provided in the government-wide and fund financial statements. The notes to
the financial statements can be found on pages 23-31 of this report.

Other information. In addition to the basic financial statements and accompanying notes, this report
also presents certain required supplementary information. This is limited to this management discussion
and analysis.

Individual fund schedules can be found on pages 32-33 of this report.
Government-wide Financial Analysis

As noted earlier, net assets may serve over time as a useful indicator of a government’s financial
position. In the case of the Village of Caledonia, assets exceeded liabilities by $7,340,253 at the close of
the most recent fiscal year.

A portion of the Village’s net assets reflects unrestricted net assets which are available for future
operation while a significant portion of net assets is invested in capital assets (e.g., land, buildings,
vehicles, and equipment), less any related debt used to acquire those assets that is still outstanding. The
Village uses these capital assets to provide services to citizens; consequently, these assets are not
available for future spending. Although the Village investment in its capital assets is reported net of
related debt, it should be noted that the resources needed to repay this debt must be provided from other
sources, since the capital assets themselves cannot be used to liquidate these liabilities.

Village of Caledonia Net Assets

Governmental Business-type
activities activities Total
2006 2005 2006 2005 2006 2005

Current and other assets $ 798,180 $ 986,278 $ 904,128 $ 793,234 $1,602,308 $1,779,512

Capital assets 4,304,977 4,109,511 2,300,245 2,384,149 6,605,322 6,493,660

Total assets 5,103,157 5,095,789 3,204,373 3,177,383 8,307,630 8,273,172

Long-term liabilities outstanding - - 910,672 935,050 910,672 935,050

Other liabilities 32,065 53,950 24,641 43,521 56,706 97471

Total liabilities 32,065 53,950 935,313 978,571 967,378 1,032,521

Net assets:

Invested in capital assets, net

of related debt 4,304,977 4,109,511 1,389,673 1,449,099 5,694,650 5,558,610

Restricted 413,084 334,486 - - 413,084 334,486

Unrestricted 353,031 597,842 879,487 749,713 1,232,518 1,347,555

Total net assets $5,071,092 $5,041,839 $2,269,160  $2,198,812 $7,340,252 $7,240,651




Net assets of the Village increased by $29,253.

Village of Caledonia Changes in Net Assets

Governmental Business-type
activities activities Total
Revenue: 2006 2005 2006 2005 2006 2005
Program revenue:
Charges for services $ 11,126 $ 8,261 $ 412,764 $ 320,487 $ 423,800 $ 328,748
Capital grants and contributions 18,750 256,498 - - 18,750 256,498
General revenue:
Property taxes 244,845 226,591 - - 244,845 226,591
Other governmental sources 212,589 173,211 - - 212,589 173,211
Other 33,692 15,644 27,048 12,625 60,740 28,269
Total revenue 521,002 680,205 439,812 333,112 960,814 1,013,317
Expenses:
General government 237,280 184,094 - - 237,280 184,094
Public works 254,468 186,878 - - 254,468 186,878
Sewer - - 369,464 353,516 369,464 353,516
Total expenses 491,749 370,972 369,464 353,516 861,213 724,488
Increase in net assets 29,253 309,233 70,348 (20,404) 99,601 288,829
Net assets - beginning of year 5,041,839 4,732,606 2,198,812 2,219,216 7,240,651 6,951,822
Net assets - end of year $5,071,092 $5,041,839 $2,221,560 $2,198,812  $7,340,252 $7,240,651

Governmental activities
During the year the Village continued its emphasis in public works by investing $248,219 or 52% of
governmental activities expenses. General government functions made up the remaining 48% of

governmental activities expenses.

The governmental activities increase in net assets of $29,253 is due primarily to growth in property tax
value and the subsequent increase in revenues.

Business-type activities
Business-type activities increased the Village’s net assets by $70,348. By comparison, business-type
activities reported a decrease in net assets the previous fiscal year of $20,404. Key elements of this

increase are as follows:

= Charges for services for business-type activities increased by 29 percent, or roughly $92,000,
compared to the prior year. This was due primarily to an increase in township user fees.

= Increased operating costs related to electrical charges and insurance.



Financial Analysis of the Government’s Funds

As noted earlier, the Village uses fund accounting to ensure and demonstrate compliance with
finance-related legal requirements.

Governmental funds. The focus of the Village’s governmental funds is to provide information on
near-term inflows, outflows, and balances of spendable resources. Such information is useful in
assessing the Village’s financing requirements. In particular, unreserved fund balance may serve as a
useful measure of a government’s net resources available for spending at the end of the fiscal year.

As of the end of the current fiscal year, the Village’s governmental funds reported combined ending
fund balances of $766,115 a decrease of $166,213 in comparison with the prior year.

The general fund is the chief operating fund of the Village. At the end of the current fiscal year,
unreserved fund balance of the general fund was $353,031 which is equal to total fund balance. As a
measure of the general fund’s liquidity, it may be useful to compare unreserved fund balance to total
fund expenditures. Unreserved fund balance represents 60% percent of total general fund expenditures.

The fund balance of the Village’s general fund decreased by $244,811 during the current fiscal year due
to expenditures for the DPW garage.

The major and local street funds have total fund balances of $383,026 and $29,949, respectively, which
increased by $51,304 and $27,260, respectively, during the year. This was due to additional snow
receipts from the State.

Proprietary funds. The Village’s proprietary funds provide the same type of information found in the
government wide financial statements, but in more detail.

Unrestricted net assets of the sewer fund at the end of the year amounted to $879,487. The sewer fund
had a increase in net assets for the year of $70,348. Other factors concerning the finances of this fund
have already been addressed in the discussion of the Village’s business-type activities.

General Fund Budgetary Highlights

The only significant difference between the original and final amended budgets for expenditures was
due to amendments for the purchase of the DPW garage.



Capital Asset and Debt Administration
Capital assets. The Village’s investment in capital assets for its governmental and business type
activities as of June 30, 2006, amounted to $6,605,322 (net of accumulated depreciation). This
investment in capital assets includes land, buildings and systems, improvements, machinery and
equipment.
Major capital asset additions include:

® DPW garage purchase

Village of Caledonia Capital Assets
(net of depreciation)

Governmental Business-type
activities activities Total
2006 2005 2006 2005 2006 2005
Land $3,487,649  $3,487,649 $ 108,268 $ 108,268 $3,595,917 $3,595,917
Buildings and system improvements 782,075 562,213 2,169,599 2,243,008 2,951,674 2,805,221
Vehicles and equipment 35,253 59,649 22,478 32,873 57,731 92,522
Total $4,304,977 $4,109,511 $2,300,345  $2,384,149 $6,605,322 $6,493,660

Additional information on the Village of Caledonia capital assets can be found in Note 4 on pages
29-30 of this report.

Long-term debt. At the end of the current fiscal year, the Village had total debt outstanding (net of
unamortized discount) of $910,672 as follows:

General Obligation and Revenue Bonds

Business-type

activities
2006 2005
Bonds, net of unamortized
discount ($9,328) $910,672 $935,050

The Village’s total debt decreased by $24,378 during the current fiscal year.
The Village is currently not rated for general obligation bond issuance.

Additional information on the Village’s long-term debt can be found in Note 5 on page 31 of this
report.



Economic Factors and Next Year’s Budgets and Rates

The following factors were considered in preparing the Village’s budget for the 2006-07 fiscal
year:

= Increased employee wages cost of 3%.

= No change in property tax revenue due to similar housing development rates from prior year.

Requests for Information

This financial report is designed to provide a general overview of the Village’s finances for all those
with an interest in the government’s finances. Questions concerning any of the information provided
in this report or requests for additional financial information should be addressed to the Village
Manager, 250 South Maple St., SE, Caledonia, Michigan 49316.



VILLAGE OF CALEDONIA

Statement of Net Assets
June 30, 2006
Primary Government
Governmental Business-type
Activities Activities Total
Assets
Cash and cash equivalents $ 780,840 $ 552,742 $ 1,333,582
Receivables:
Accounts - 51,271 51,271
Taxes 2,113 - 2,113
Due from state 15,227 - 15,227
Restricted cash and cash equivalents - 300,115 300,115
Land 3,487,649 108,268 3,595,917
Property and equipment, net of accumulated depreciation 817,328 2,192,077 3,009,405
Total assets 5,103,157 3,204,473 8,307,630
Liabilities
Accounts payable 29,952 24,641 54,593
Unearned revenue 2,113 - 2,113
Noncurrent liabilities:
Unamortized discount - (9,328) (9,328)
Due within one year - 25,000 25,000
Due in more than one year - 895,000 895,000
Total liabilities 32,065 935,313 967,378
Net assets
Invested in capital assets, net of related debt 4,304,977 1,389,673 5,694,650
Restricted for:
Major streets 383,026 - 383,026
Local streets 29,949 - 29,949
Debt service 109 - 109
Unrestricted 353,031 879,487 1,232,518
Total net assets $ 5,071,092 $ 2,269,160 $ 7,340,252

The accompanying notes are an integral part of these financial statements.
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Functions / Programs

Primary government
Governmental activities:
General government
Public works

Total governmental activities

Business-type activities:
Sewer

Total primary government

VILLAGE OF CALEDONIA

Statement of Activities

For the Year Ended June 30, 2006

Program Revenues

Operating Capital
Charges Grants and Grants and Net (Expense)
Expenses For Services Contributions  Contributions Revenue

243530 $ 6,749 $ - $ 18,750 $ (218,031)
248,219 4,377 - - (243,842)
491,749 11,126 - 18,750 (461,873)
369,464 412,764 - - 43,300
861,213  § 423890 $ - $ 18,750 $ (418,573)
(Continued)

The accompanying notes are an integral part of these financial statements.
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Functions / Programs

Changes in net assets
Net (expense) revenue

General revenues:
Property taxes
State shared revenue
Unrestricted investment earnings
Total general revenues
Change in net assets

Net assets, beginning of year

Net assets, end of year

The accompanying notes are an integral part of these financial statements.

VILLAGE OF CALEDONIA

Statement of Activities (Concluded)

For the Year Ended June 30, 2006

-12-

Primary Government

Governmental  Business-Type

Activities Activities Total
$ (461,873) $ 43,300 $ (418,573)
244,845 - 244,845
212,589 - 212,589
33,692 27,048 60,740
491,126 27,048 518,174
29,253 70,348 99,601
5,041,839 2,198,812 7,240,651
$ 5,071,092 $ 2,269,160 $ 7,340,252




Assets
Cash and cash equivalents
Receivables:
Taxes receivable
Due from other governments

Total assets

Liabilities
Accounts payable
Deferred revenue

Total liabilities

Fund balances
Unreserved- undesignated

Total liabilities and fund balances

The accompanying notes are an integral part of these financial statements.

VILLAGE OF CALEDONIA

Balance Sheet
Governmental Funds

June 30, 2006
General Major Local Debt

Fund Streets Streets Service Total
$ 379,355 $ 374,698 $ 26,678 109 $ 780,840
- 10,828 4,399 - 15,227
2,113 - - - 2,113
$ 381,468 $ 385,526 $ 31,077 109 $ 798,180
$ 26324 $ 2,500 $ 1,128 - $ 29952
2,113 - - - 2,113
28,437 2,500 1,128 - 32,065
353,031 383,026 29,949 109 766,115
$ 381,468 $ 385,526 $ 31,077 109 $ 798,180

-13-



VILLAGE OF CALEDONIA

Reconciliation of Fund Balances on the Balance Sheet
for Governmental Funds to Net Assets of
Governmental Activities on the Statement of Net Assets

June 30, 2006

Fund balances - total governmental funds

Amounts reported for governmental activities in the statement of net assets
are different because:

Capital assets used in governmental activities are not financial resources,
and therefore are not reported in the funds.

Add - land
Add - capital assets net of accumulated depreciation

Net assets of governmental activities

The accompanying notes are an integral part of these financial statements.
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$ 766,115
3,487,649
817,328

$ 5,071,092




VILLAGE OF CALEDONIA

Statement of Revenues, Expenditures
and Changes in Fund Balances
Governmental Funds

For the Year Ended June 30, 2006

Total
General Major Local Debt Governmental
Fund Streets Streets Service Funds
Revenues
Taxes $ 244,845 $ - $ - $ - $ 244,845
Intergovernmental revenue 78,836 83,359 50,394 - 212,589
Licenses and permits 4,377 - - - 4,377
Interest earnings 13,153 12,799 8,236 4 34,192
Other 6,249 - - - 6,249
Total revenues 347,460 96,158 58,630 4 502,252
Expenditures
General government 229,444 - - - 229,444
Public works 362,827 44,854 31,340 - 439,021
Total expenditures 592,271 44,854 31,340 - 668,465
Revenues over (under) expenditures (244,811) 51,304 27,290 4 (166,213)
Fund balances, beginning of year 597,842 331,722 2,659 105 932,328
Fund balances, end of year $ 353,031 $ 383,026 $ 29949 $ 109 $ 766,115

The accompanying notes are an integral part of these financial statements.
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VILLAGE OF CALEDONIA

Reconciliation of the Statement of Revenues, Expenditures
and Change in Fund Balances of Governmental Funds
to the Statement of Activities
For the Year Ended June 30, 2006

Net change in fund balances - total governmental funds

Amounts reported for governmental activities in the statement of activities

are different because:
Governmental funds report capital outlays as expenditures. However, in the
statement of activities, the cost of those assets is allocated over their estimated

useful lives and reported as depreciation expense.

Add - capital outlay

Deduct - depreciation expense

Change in net assets of governmental activities

The accompanying notes are an integral part of these financial statements.
-16-

$ (166,213)
225,213
(29,747)

$ 29,253




Revenues
Taxes
Licenses and permits
Intergovernmental revenue
Interest earnings
Miscellaneous revenues

Total revenues
Expenditures
General government

Public works

Total expenditures

Net change in fund balances

Fund balances, beginning of year

Fund balances, end of year

The accompanying notes are an integral part of these financial statements.

VILLAGE OF CALEDONIA

General Fund
Statement of Revenues, Expenditures and
Changes in Fund Balance -

Budget and Actual

For the Year Ended June 30, 2006

Variance
Original Final With Final
Budget Budget Actual Budget
$ 226,165 $ 242,621 $ 244,845 $ 2,224
2,500 2,800 4,377 1,577
87,965 83,821 78,836 (4,985)
6,546 7,347 13,153 5,806
3,900 3,700 6,249 2,549
327,076 340,289 347,460 7,171
200,477 215,506 229,444 13,938
207,660 382,587 362,827 (19,760)
408,137 598,093 592,271 (5,822)
(81,061) (257,804) (244,811) 12,993
597,842 597,842 597,842 -
$ 516,781 $ 340,038 $ 353,031 $ 12,993
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VILLAGE OF CALEDONIA

Statement of Revenues, Expenditures and
Changes in Fund Balance -
Budget and Actual
Mayjor Streets Special Revenue Fund

For the Year Ended June 30, 2006

Variance
Original Final With Final
Budget Budget Actual Budget
Revenues
Intergovernmental revenue $ 49,622 $ 50,261 $ 83,359 $ 33,008
Interest earnings 4,320 4,574 12,799 8,225
Total revenues 53,942 54,835 96,158 41,323
Expenditures
Public works:
Routine maintenance 24,700 21,950 17,969 (3,981)
Winter maintenance 18,624 19,330 15,877 (3,453)
Capital outlay 132,017 132,017 11,008 (121,009)
Total expenditures 175,341 173,297 44,854 (128,443)
Net change in fund balances (121,399) (118,462) 51,304 169,766
Fund balances, beginning of year 331,722 331,722 331,722 -
Fund balances, end of year $ 210,323 $ 213,260 $ 383,026 $ 169,766

The accompanying notes are an integral part of these financial statements.
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VILLAGE OF CALEDONIA

Statement of Revenues, Expenditures and
Changes in Fund Balance -
Budget and Actual
Local Streets Special Revenue Fund

For the Year Ended June 30, 2006

Variance
Original Final With Final
Budget Budget Actual Budget
Revenues
Intergovernmental revenue $ 23,457 $ 31,180 $ 50,394 $ 19,214
Interest and rentals 700 120 8,236 8,116
Total revenues 24,157 31,300 58,630 27,330
Expenditures
Public works:
Routine maintenance 5,000 4,950 5,271 (321)
Winter maintenance 22,142 39,630 26,069 13,561
Total expenditures 27,142 44,580 31,340 13,240
Net change in fund balances (2,985) (13,280) 27,290 40,570
Fund balances, beginning of year 2,659 2,659 2,659 -
Fund balances (deficit), end of year $ (326) $ (10,621) $ 29,949 $ 40,570

The accompanying notes are an integral part of these financial statements.
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VILLAGE OF CALEDONIA

Statement of Net Assets
Propietary Fund

June 30, 2006

Assets
Current assets:
Cash and cash equivalents
Accounts receivable
Restricted cash and cash equivalents

Total current assets
Capital assets
Total assets
Liabilities
Current liabilities:
Accounts payable
Bond payable, current portion

Total current liabilities

Long-term liabilities:
Bonds payable, net of unamortized discount of $9,950

Total liabilities
Net assets
Invested in capital assets, net of related debt

Unrestricted

Total net assets

The accompanying notes are an integral part of these financial statements.
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VILLAGE OF CALEDONIA

Statement of Revenues, Expenses and
Changes in Net Assets
Proprietary Fund

For the Year Ended June 30, 2006

Sewer
Enterprise
Fund
Operating revenues
Charges for services $ 412,716
Operating expenses
Supplies and administration 215,555
Repairs and maintenance 30,038
Depreciation 83,804
Total operating expenses 329,397
Operating income 83,319
Nonoperating revenues (expenses)
Gain on investments 27,048
Interest expense (40,019)
Total nonoperating revenues (expenses) (12,971)
Change in net assets 70,348
Net assets, beginning of year 2,198,812
Net assets, end of year $ 2,269,160

The accompanying notes are an integral part of these financial statements.
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VILLAGE OF CALEDONIA

Statement of Cash Flows
Proprietary Fund

For the Year Ended June 30, 2006

Sewer
Enterprise
Fund
Cash flows from operating activities
Cash received from customers $ 432,210
Cash payments to suppliers and employees for goods and services (264,473)
Net cash provided by operating activities 167,737
Cash flows from capital and related financing activities
Interest and fiscal charges paid on bonds payable (39,397)
Principal payments on bonds payable (25,000)
Net cash used by capital and related financing activities (64,397)
Cash flows from investing activities
Gain on investments 27,048
Net increase in cash and cash equivalents 130,388
Cash and cash equivalents, beginning of year 722,469
Cash and cash equivalents, end of year $ 852,857
Reconciliation to the statement of net assets:
Cash and cash equivalents $ 552,742
Restricted cash and cash equivalents 300,115
$ 852,857

Cash flows from operating activities
Operating income $ 83,319
Adjustments to reconcile operating income
to net cash provided by operating activities:

Depreciation 83,804
Increase (decrease) in:
Accounts receivable 19,494
Accounts payable (18,880)
Net cash provided by operating activities $ 167,737

The accompanying notes are an integral part of thse financial statements.
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VILLAGE OF CALEDONIA

NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED JUNE 30, 2006

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Village of Caledonia (the “Village”) is a municipal corporation governed by an elected board.
The Reporting Entity

As required by generally accepted accounting principles, these financial statements present the Village and
any related entities for which the Village is considered to be financially accountable. The Village follows the
criteria established by GASB 14 and 39, which includes financial accountability. There are currently no
other entities for which the Village is financially accountable.

Government-wide and Fund Financial Statements

The government-wide financial statements (i.e., the statement of net assets and the statement of activities)
report information on all of the nonfiduciary activities of the primary government. The effect of interfund
activity has been removed from these statements. Governmental activities, which normally are supported by
taxes and intergovernmental revenues, are reported separately from business-type activities, which rely to a
significant extent on fees and charges for support.

The statement of activities demonstrates the degree to which the direct expenses of a given function or
segment are offset by program revenues. Direct expenses are those that are clearly identifiable with a
specific function or segment. Program revenues include (1) charges to customers or applicants who
purchase, use, or directly benefit from goods, services, or privileges provided by a given function or segment
and (2) grants and contributions that are restricted to meeting the operational or capital requirements of a
particular function or segment. Taxes and other items not properly included among program revenues are
reported instead as general revenues.

Separate financial statements are provided for governmental funds and proprietary funds. Major individual
governmental funds and major individual enterprise funds are reported as separate columns in the fund
financial statements.

Measurement Focus, Basis of Accounting, and Financial Statement Presentation

The government-wide financial statements are reported using the economic resources measurement focus and
the accrual basis of accounting, as are the proprietary fund financial statements. Revenues are recorded
when earned and expenses are recorded when liability is incurred, regardless of the timing of related cash
flows. Property taxes are recognized as revenues in the year for which they are levied. After October 1 of
each year, the County pays the Village, and is responsible for collecting, any outstanding real property taxes
as of that date. Grants and similar items are recognized as revenue as soon as all eligibility requirements
imposed by the provider have been met.

Governmental fund financial statements are reported using the current financial resources measurement
focus and the modified accrual basis of accounting. Revenues are recognized as soon as they are both
measurable and available. Revenues are considered to be available when they are collectible within the
current period or soon enough thereafter to pay liabilities of the current period. For this purpose, the
government considers revenues to be available if they are collected within 60 days of the end of the current
fiscal period. Expenditures generally are recorded when a liability is incurred, as under accrual accounting.
However, compensated absences and debt service expenditures are recorded only when payment is due.
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VILLAGE OF CALEDONIA

NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED JUNE 30, 2006

Property taxes, intergovernmental revenue, charges for services and interest associated with the current fiscal
period are all considered to be susceptible to accrual and so have been recognized as revenues of the current
fiscal period. All other revenue items are considered to be measurable and available only when cash is
received by the Village.

The Village reports the following major governmental funds:

The General Fund is the Village’s primary operating fund. It accounts for all the financial resources of the
general government, except those required to be accounted for in another fund.

The Major Streets Fund is used to account for the revenues received from the State of Michigan under Act
51 which are specifically earmarked for construction and maintenance of roads designated as major streets
in the Village.

The Local Streets Fund is used to account for the revenues received from the State of Michigan under Act
51 which are specifically earmarked for construction and maintenance of roads designated as local streets
in the Village.

The Debt Service Fund is used to account for the accumulation of resources which are restricted for the
payment of principal and interest on general obligation bonds. There are currently no such bonds
outstanding.

The Village reports the following major proprietary fund:

The Sewer Enterprise Fund is used to account for the operations of the Village’s sewer department that
provides sewer services to most residents of the Village on a user charge basis.

Private-sector standards of accounting and financial reporting issued prior to December 1, 1989 generally are
followed in both the government—wide and proprietary fund financial statements to the extent that those
standards do not conflict with or contradict guidance of the Governmental Accounting Standards Board.
Governments also have the option of following subsequent private-sector guidance for their business-type
activities and enterprise funds, subject to this same limitation. The government has elected not to follow
subsequent private-sector guidance.

Proprietary funds distinguish operating revenues and expenses from nonoperating items. Operating revenues
and expenses generally result from providing services and producing and delivering goods in connection with
a proprietary fund’s principal ongoing operations. The principal operating revenues of the enterprise fund
are charges for services. Operating expenses for the enterprise funds include depreciation on capital assets,
labor, supplies and contracted services. All revenues and expenses not meeting this definition are reported as
nonoperating revenues and expenses.

When both restricted and unrestricted resources are available for use, it is the Village’s policy to use
restricted resources first, then unrestricted resources as they are needed.
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VILLAGE OF CALEDONIA

NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED JUNE 30, 2006

Budgets and Budgetary Accounting

The general and special revenue funds are under formal budgetary control. Budgets shown in the financial
statements were prepared on a basis consistent with the modified accrual basis used to reflect actual results.
Budgetary control is exercised at the department level. The Village manager is authorized to transfer budget
amounts between line items within department, however, any supplemental appropriations that amend total
expenditures of any department require Village Council resolution. Unexpended appropriations lapse at
year-end.

Cash and Cash Equivalents

For the purpose of the statement of cash flows, the Village considers all highly liquid investments with an
original maturity of three months or less when purchased to be cash equivalents.

Restricted Cash and Cash Equivalents
Certain resources set aside for repayment of bonds and to meet bond covenants, are classified as restricted

cash and cash equivalents on the statement of net assets because their use is limited by applicable bond
covenants.

Receivables

All receivables are recorded at their gross value and, where appropriate, are reduced by the estimated portion
that is expected to be uncollectible. Uncollectible balances are immaterial at year end.

Deferred Revenue

The Village reports deferred revenue when a potential revenue does not meet both the “measurable” and
“available” criteria for recognition in the current period. Amounts received before being earned are reported
as “unearned revenue”.

Fund Equity

Reserves represent those portions of fund equity not appropriable for expenditures or legally separated for a
specific future use.

Capital Assets

Capital assets, which include property, plant, equipment, and infrastructure assets (e.g., roads, bridges,
sidewalks, and similar items), are reported in the governmental and business-type activities column in the
government-wide financial statements. Capital assets are defined by the government as assets with an initial,
individual cost of more than $5,000 and an estimated useful life in excess of two years. Such assets are
valued at cost where historical records are available and at an estimated historical cost where no historical
records exist. Donated capital assets are valued at their estimated fair market value on the date received.
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VILLAGE OF CALEDONIA

NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED JUNE 30, 2006

The costs of normal maintenance and repairs that do not add to the value of the asset or materially extend
asset lives are not capitalized. Improvements are capitalized and depreciated over the remaining useful lives
of the related capital assets, as applicable.

No interest expense has been incurred or capitalized on capital assets reported in proprietary funds.

Depreciation on capital assets is computed using the straight-line method over the following estimated useful
lives:

Years
Buildings 40
Vehicles 12
Equipment 3-10
Sewer System 15-50

Long-Term Obligations

In the government-wide financial statements and proprietary fund types in the fund financial statements, the
long-term debt and other long-term obligations are reported as liabilities in the applicable governmental
activities, business-type activities, or proprietary fund type statement of net assets. For new bond issuances
after the implementation of GASB Statement No. 34, bond premiums and discounts, as well as issuance
costs, are deferred and amortized over the life of the bonds using the straight-line method which
approximates the effective interest method. Bonds payable are reported net of the applicable bond premium
or discount.

In the fund financial statements, governmental fund types recognize bond premiums and discounts, as well as
bond issuance costs, during the current period. The face amount of debt issued is reported as other financing
sources. Premiums received on debt issuances are reported as other financing uses. Issuance costs, whether
or not withheld from the actual debt proceeds received, are reported as other expenditures.

Compensated Absences

There is no accumulated vacation or sick leave to be recognized.

Property Taxes

The Village property tax is levied each July 1 on the assessed valuation of property located in the Village as
of the preceding July 31, the lien date. Collections are made July 1 through September 14. Assessed values
are established annually by the County and are equalized by the State at an estimated 50% of current market

value.

Property taxes levied in July of each year are recognized as revenue in that year.

26-



VILLAGE OF CALEDONIA

NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED JUNE 30, 2006

Risk Management

The Village is exposed to various risks of loss related to torts; theft of, damage to, and destruction of assets;
errors and omissions; injuries to employees; and natural disasters. During the year ended June 30, 2006, the
Village carried commercial insurance to cover most risks of losses. The Village has had no settled claims
resulting from these risks that exceeded their commercial coverage in any of the past three fiscal years.

EXCESS OF EXPENDITURES OVER APPROPRIATIONS IN BUDGETARY FUNDS

P.A. 621 of 1978, as amended, provides that a local unit shall not incur expenditures in excess of the amount
appropriated.

In the body of the financial statements, the Village's actual expenditures and budgeted expenditures for the
budgetary funds have been shown on a functional basis. The approved budgets of the Village for these
budgetary funds were adopted on the activity level in the General Fund and the function level in other funds.

During the year ended June 30, 2006, the Village incurred expenditures in certain budgetary funds which
were in excess of the amounts appropriated, as follows:

Total Amount of Budget
Appropriations Expenditures Variance
General Fund -
Village Council General $ 145,543 $ 184,597 $ 39,054
Clerk 22.485 22,726 241
Local Street Fund -
Routine Maintenance 4,950 5,271 321

CASH AND CASH EQUIVALENTS AND INVESTMENTS

The captions on the statement of net assets relating to cash and cash equivalents and the amounts in the Total
column are as follows:

Governmental Business-Type
Activities Activities Total
Cash and cash equivalents $780,840 $552,742 $1,333,582
Restricted cash and cash equivalents - 300,115 300,115
$780,480 $852,857 $1,633,697

Cash and cash equivalents and investments are comprised of the following at year-end:

Checking and savings accounts $ 904,725
Certificates of deposit 117,332
Investments 611,640

$1,633,697
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VILLAGE OF CALEDONIA

NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED JUNE 30, 2006

Custodial Credit Risk — Deposits. Custodial credit risk is the risk that in the event of a bank failure, the
Village’s deposits may not be returned. State law does not require and the Village does not have a policy for
deposit custodial credit risk. As of year-end, $1,334,002 of the Village’s bank balance of $1,634,002 was
exposed to custodial credit risk because if was uninsured and uncollateralized.

These deposits are in two (2) financial institutions located in Michigan in varying amounts. State policy
limits the Treasurer's investing options to financial institutions located in Michigan. All accounts are in the
name of the Village and a specific fund or common account. They are recorded in Village records at cost.
Interest is recorded when earned.

The Village chooses to disclose its investments by specifically identifying each. As of year-end, the Village
had the following investments:

Investments

Maturity  Fair Value Rating

Kent County Investment Pool N/A $611,640 Unrated

The above investments do not include certificates of deposit which are classified as investments for financial
statement purposes as their original maturity date is greater than three months.

Investment and Deposit Risk

Interest Rate Risk. State law limits the allowable investments and the maturities of some of the allowable
investments as identified under “statutory authority” below. The Village’s investment policy does not have
specific limits in excess of state law on investment maturities as a means of managing its exposure to fair
value losses arising from increasing interest rates. The maturity date for each investment is identified above
for investments held at year-end.

Credit Risk. State law limits investments to specific government securities, certificates of deposits and bank
accounts with qualified financial institutions, commercial paper with specific maximum maturities and
ratings when purchased, bankers acceptances of the Village’s specific financial institutions, qualified mutual
funds, and qualified external investment pools as identified in “statutory authority” below. The Village’s
investment policy foes not have specific limits in excess of state law on investment credit risk. The rating for
each investment is identified above for investments held at year-end.

Custodial Credit Risk-Investments. For an investment, custodial credit risk is the risk that, in the event of the
failure of the counterparty, the Village will not be able to recover the value of its investments or collateral
securities that are in the possession of an outside party. State law does not require and the Village does not
have a policy for the investment custodial risk. At year-end, the Village was not exposed to custodial credit
risk, as all investments are held in the name of the Village.

Concentration of Credit Risk. State law limits allowable investments but does not limit concentration of

credit risk. The Village’s investment policy does not have specific limits in excess of state law on
concentration of credit risk. All investments held at year-end are reported above.
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VILLAGE OF CALEDONIA

NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED JUNE 30, 2006

Statutory Authority

Act 217, PA 1982, authorizes the Village to deposit and invest in:

a.

b.

g.

Bonds and other direct obligations of the United States or its agencies.

Certificates of deposit, savings accounts, deposit accounts, or depository receipts of a qualified financial
institution.

Commercial paper rated at time of purchase within the two highest classifications established by not less
than two standard rating services and that matures not more than 270 days after purchase.

Bankers acceptances of United States banks.

Obligations of the State of Michigan and its political subdivisions that, at the time of purchase are rated
as investment grade by at lease one standard rating service.

Mutual funds registered under the Investment Company Act of 1940 with the authority to purchase only
investment vehicles that are legal for direct investment by a public corporation.

External investment pools are authorized by Public Act 20 as amended through December 31, 1997.

The Village’s investment policy does not exceed the state’s limited authorized investment types.

CAPITAL ASSETS
Capital asset activity for the year ended June 30, 2006 was as follows:
Balance Balance
June 30, 2005 Additions Dispositions June 30, 2006
Governmental activities
Capital assets, not being depreciated:
Land $3,487,649 $ - $ - $3,487,649
Capital assets, being depreciated:
Buildings 115,000 201,112 - 316,112
Equipment 37,760 - - 37,760
Office equipment 14,849 - - 14,849
Vehicles 121,497 - - 121,497
Infrastructure 498,192 18,750 - 516,942
Total capital assets, being depreciated 787,298 219,862 - 1,007,160
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VILLAGE OF CALEDONIA

NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED JUNE 30, 2006

Balance Balance
June 30, 2005 Additions Dispositions June 30, 2006

Less accumulated depreciation for:

Buildings $ 44,125 $ 7,653 $ - $ 51,778

Equipment 22,912 3,321 - 26,233

Office equipment 14,849 - - 14,849

Vehicles 70,846 8,434 - 79,280

Infrastructure 7,353 10,339 - 17,692
Total accumulated depreciation 160,085 29,747 - 189,832
Net capital assets, being depreciated 627,210 190,118 - 817,328
Net governmental activities capital

assets $4,114,859 $190,118 $ - $4,304,977

Business-type activities
Capital assets, not being depreciated:

Land $ 108,268 $ - $ - $ 108,268
Capital assets, being depreciated:

Equipment 116,455 - - 116,455

Sewer system 3,240,352 - - 3,240,352
Total capital assets, being

Depreciated 3,356,807 - - 3,356,807
Less accumulated depreciation for:

Equipment 83,582 10,395 - 93,977

Sewer system 997,344 73,409 - 1,070,753
Total accumulated depreciation 1,080,926 83,804 - 1,164,730
Net capital assets, being depreciated 2,275,881 83,804 - 2,192,077
Net business-type activities capital

assets $2,384,149 $ 83,804 $ - $2,300,345

Depreciation expense was charged to functions/programs of the primary government as follows:

Governmental activities:

General government $22.609
Public works 7,138
Total depreciation expense — governmental activities $29,747

Business-type activities:
Sewer $83,804
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VILLAGE OF CALEDONIA

NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED JUNE 30, 2006

5. LONG-TERM DEBT

The following is a summary of debt transactions of the Village for the year ended June 30, 2006:

Due
Balance Balance Within
June 30, 2005 Additions Deletions June 30, 2006 One Year
Enterprise Fund Debt
$995,000 Sanitary Sewage System
Revenue Bonds, Series 2001; due in annual
installments ranging from $25,000 to
$80,000 from September 1, 2003 through
September 1, 2021; interest at 4.8% to 5.5% $945,000 $ - $25,000 $920,000 $25,000

The annual requirements to amortize all debt outstanding as of June 30, 2006 are as follows:

Year Ending
June 30 Principal Interest
2007 $ 25000 $ 46,822
2008 25,000 45,622
2009 50,000 43,822
2010 50,000 41,422
2011 50,000 39,022
2012-2016 250,000 157,987
2017-2021 365,000 70,040
2022 105,000 2,200
Total $920,000 $446,937

6. RETIREMENT PLAN
The Village may make annual contributions to employee retirement accounts. Plan provisions and
contribution requirements are established and may be amended by the Village Board. The contribution by

the Village is determined annually by the Village Board and may be any amount up to 5% of individuals’
compensation. For the year ended June 30, 2006, the Village contributed $7,173.

skkeskokosk sk
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General government

Village Council - General
Salaries and wages
Audit
Insurance
Legal
Engineering
Utilities
Office supplies
Memberships and dues
Printing and publishing
Education and mileage
Capital outlay
Miscellaneous

VILLAGE OF CALEDONIA

General Fund
Schedule of Expenditures - Budget and Actual

For the Year Ended June 30, 2006

Total village council - general

President
Salaries and wages

Elections

Trustee
Salaries and wages

Clerk
Salaries and wages
Office supplies

Total clerk
Treasurer
Salaries and wages
Office supplies
Miscellaneous
Total treasurer
Planning and zoning
Salaries and wages
Engineering

Total planning and zoning

Total general government

Variance
Original Final With Final
Budget Budget Actual Budget
$ 36,298 38,175 $ 39,047 872
8,300 6,000 5,350 (650)
19,180 18,440 7,690 (10,750)
30,000 30,000 89,406 59,406
15,000 17,478 15,910 (1,568)
13,000 13,600 14,507 907
7,300 5,350 3,748 (1,602)
1,200 1,300 950 (350)
1,600 1,700 1,863 163
800 500 478 (22)
2,500 3,500 1,736 (1,764)
8,500 9,500 3,912 (5,588)
143,678 145,543 184,597 39,054
4,495 5,445 3,994 (1,451)
400 500 76 (424)
8,786 9,390 7,338 (2,052)
21,360 19,735 20,895 1,160
1,450 2,750 1,831 919)
22,810 22,485 22,726 241
2,718 2,728 1,568 (1,160)
100 50 10 (40)
1,950 1,650 612 (1,038)
4,768 4,428 2,190 (2,238)
3,465 5,415 1,360 (4,055)
12,075 22,300 7,163 (15,137)
15,540 27,715 8,523 (19,192)
200,477 215,506 229,444 13,938
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Public works
Salaries and wages
Insurance
Operating supplies
Telephone - pager
Truck expense
Tree program
Street lights
Christmas lights
Miscellaneous
Contracted services
Capital outlay

Total public works

Total expenditures

VILLAGE OF CALEDONIA

General Fund
Schedule of Expenditures - Budget and Actual
(Continued)

For the Year Ended June 30, 2006

Variance -
Original Final With Final
Budget Budget Actual Budget

$ 32200 $ 30200 $ 35658 $ 5,458
10,300 9,475 8,386 (1,089)
1,500 1,000 2,715 1,715
700 850 376 474)
5,200 8,900 5,876 (3,024)

9,500 9,000 9,405 405
15,550 16,550 16,368 (182)
2,000 1,700 1,784 84

6,800 3,800 6,168 2,368
10,500 10,000 10,033 33
113,410 291,112 266,058 (25,054)
207,660 382,587 362,827 (19,760)
$ 408,137 $ 598,093 $ 592271 $  (5,822)
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INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

September 21, 2006

Honorable President and
Members of the Village Council
Village of Caledonia, Michigan

We have audited the financial statements of the governmental activities, the business-type activities, and each
major fund of the Village of Caledonia, Michigan, as of and for the year ended June 30, 2006, which collectively
comprise the Village’s basic financial statements as listed in the table of contents and have issued our report
thereon dated September 21, 2006. We conducted our audit in accordance with auditing standards generally
accepted in the United States of America and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Village of Caledonia, Michigan’s internal control over
financial reporting in order to determine our auditing procedures for the purpose of expressing our opinions on
the financial statements and not to provide an opinion on the internal control over financial reporting. Our
consideration of the internal control over financial reporting would not necessarily disclose all matters in the
internal control over financial reporting that might be material weaknesses. A material weakness is a reportable
condition in which the design or operation of one or more of the internal control components does not reduce to a
relatively low level the risk that misstatements caused by error or fraud in amounts that would be material in
relation to the financial statements being audited may occur and not be detected within a timely period by
employees in the normal course of performing their assigned functions. We noted no matters involving the
internal control over financial reporting and its operation that we consider to be material weaknesses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Village of Caledonia, Michigan’s financial
statements are free of material misstatement, we performed tests of its compliance with certain provisions of
laws, regulations, contracts and grant agreements, noncompliance with which could have a direct and material
effect on the determination of financial statement amounts. However, providing an opinion on compliance with
those provisions was not an objective of our audit and, accordingly, we do not express such an opinion. The
results of our tests disclosed no instances of noncompliance or other matters that are required to be reported
under Government Auditing Standards.

This report is intended solely for the information and use of the Village Council, management, others within the
organization, and federal awarding agencies and pass-through entities and is not intended to be and should not be

used by anyone other than these specified parties.
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